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ACTION EA-10 

INFO OCT-01 EUR- 1 2 ISO-OO FEA-01 AGR-05 CEA-01 CIAE-00 

COME-OO DODE-OO EB-07 FRB-03 H-02 INR-07 INT-05 L-03 

LAB-04 NSAE-00 NSC-05 PA-01 AID-05 CIEP-01 SS-15 

STR-04 TAR-01 TRSE-00 USIA-06 PRS-01 SP-02 OMB-01 

SAM-01 SAJ-01 10-10 /1 15 W 

097389 

R 280655Z MAY 75 
FM AMCONSUL HONG KONG 
TO SECSTATE WASHDC 5172 
INFO AMEMBASSY BONN 
AMEMBASSY BRUSSELS UNN 
AMEMBASSY COPENHAGEN 
AMEMBASSY THE HAGUE 
AMEMBASSY LONDON 
AMEMBASSY MOSCOW 
AMEMBASSY OTTAWA 
AMEMBASSY PARIS 
AMEMBASSY ROME UNN 
AMEMBASSY TAIPEI 
AMEMBASSY TOKYO 
USMISSION EC BRUSSELS UNN 
CINCPAC 

CONFIDENTIAL HONG KONG 5861 

CINCPAC FOR POLAD 

E.O. 11652: GDS 
TAGS: ETRD CH US 

SUBJ: IMPLICATIONS OF PRC TARIFFS FOR U.S. BUSINESS 

REFS: A) HONG KONG 5757 
B. PEKING 979 (NOTAL) 

C) HONG KONG 5758 
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SUMMARY: WHILE THERE CERTAINLY ARE OTHER FACTORS AS WELL, 

A QUICK, SELECTIVE REVIEW OF THE PRC DUTY SCHEDULES SUGGESTS 
THAT THE TARIFF DIFFERENTIALS MAY BE AN OVERLOOKED FACTOR IN 
CALCULATIONS OF U.S. COMPETITIVENESS IN THE CHINA MARKET. THIS 
FACTOR WOULD TAKE ON ADDED IMPORTANCE IF, AS CANADIANS 
UNDERSTAND IT, END USERS IN PRC MUST PAY IMPORT DUTIES. 

END SUMMARY. 

1. REF A PROVIDED SOME BASIC INFORMATION ABOUT THE PRC'S TWO- 
COLUMN IMPORT TARIFF. IT ALSO NOTED THAT PRC REGULATIONS STATE 
THAT THE "MINIMUM" RATE IS LEVIED ON GOODS FROM COUNTRIES WHICH 
HAVE RECIPROCAL TRADE AGREEMENTS WITH THE PRC AND THE 
"ORDINARY" (HIGHER) RATE. ON THOSE COUNTRIES THAT DO NOT. 

2. REF B REPORTED A FRENCH VIEW THAT PRC'S DIFFERENTIAL TARIFF 
RATES WERE UNIMPORTANT BECAUSE PRC DID NOT APPLY THEM AND 
BECAUSE ITEMS NEEDED "FOR THE GOOD OF THE COUNTRY" WERE IMPORTED 
DUTY FREE. 

3. REF C REPORTED CANADIAN UNDERSTANDING, BASED ON CONVERSATIONS 
WITH CHINESE OFFICIALS, THAT THE PRC DOES APPLY DIFFERING TARIFF 
RATES AS INDICATED IN REF A AND THAT THE CHINESE END-USERS 

MUST PAY THE IMPORT DUTY. 

4. A QUICK, SELECTIVE REVIEW OF THE PRC TARIFF SUGGESTS THAT, 

IF IT IS TRUE THAT THE END-USERS DO HAVE TO PAY IMPORT DUTIES 
(AS REPORTED IN REF C), DIFFERENTIAL IMPORT DUTIES ASSESSED ON 
A C.I.F. VALUE IN CHINA COULD BE AN OVERLOOKED ASPECT OF THE 
PROBLEMS SOME U.S. FIRMS FACE IN SELLING TO THE PRC. 

5. NO DOUBT THERE ARE OTHER CONSIDERATIONS AS WELL - SUCH AS 
THAT REFLECTED IN THE CHINESE STATEMENT TO RECENT BRITISH VISITORS 
THAT THE PRC INTENDED TO BUY MORE FROM THE UK. WE HAVE ALSO 
LEARNED FROM A LOCAL BUSINESSMAN THAT IN 1971 THE PRC SPECI- 
FICALLY ASKED HIM TO FIND A DIFFERENT SOURCE FOR GRINDING WHEELS 
THAT OTHERWISE WOULD HAVE COME FROM AUSTRALIA; IN THE END THEY 
WERE SUPPLIED FROM FRANCE. IN THIS CASE, BOTH POLITICAL 
(SHIFTING TRADE AWAY FROM AUSTRALIA) AND TARIFF CONSIDERATIONS 
(FRANCE WOULD GET THE MINIMUM DUTY RATES) COINCIDED. NEVERTHE- 
LESS. WE DO NOT RECALL BUSINESSMEN MENTIONING PRC TARIFF RATES 
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AS BEING AMONG THE FACTORS INVOLVED IN CHINESE DECISIONS ABOUT 
THE SOURCES OF THEIR IMPORTS. 

6. THEREFORE. WE FIND IT DIFFICULT TO ASSESS THE IMPORTANCE 
OF THE DIFFERENTIAL TARIFF RATES IN THE CHINESE DECISIONS. FOR 
THIS REASON, WE WOULD APPRECIATE HEARING FROM POSTS ABOUT 
HOST COUNTRY EXPERIENCES; FOR EXAMPLE, (A) HAS PRC LEVIED LOWER 
IMPORT DUTIES FOLLOWING CONCLUSION OF A RECIPROCAL TRADE AGRF.E- 
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MENT? (B) ARE HOST GOVERNMENT OR COMPANIES AWARE OF DEALS THAT 
HAVE BEEN GAINED OR LOST BY PRC TARIFF CONSIDERATIONS? 

7. IF POSTS HAVE GOOD CONTACTS WITH ANY CHINA TRADERS, WE WOULD 
APPRECIATE LEARNING WHETHER THEY THINK (A) PRC END-USERS HAVE TO 
PAY IMPORT DUTIES AND (B) IMPORT DUTIES ARE CHARGED AGAINST A 
PRC END-USER'S FOREIGN EXCHANGE ALLOCATION. 

8. FOR DEPARTMENT. IF PRC IS USING IMPORT DUTIES AS A MEANS OF 
CHANNELING TRADE, THIS COULD BE AN INDICATION OF MORE 
DECENTRALIZED DECISION-MAKING ON IMPORTS THAN WE HAD THOUGHT. 
ALSO IT WOULD BE A DEPARTURE FROM THE MORE COMMON RELIANCE BY 
PLANNED ECONOMICS ON SUCH METHODS AS FOREIGN EXCHANGE ALLO- 
CATIONS AND MANAGED FOREIGN EXCHANGE RATES. WOULD APPRECIATE 
YOUR PRESENT ASSESSMENT OF ROLE PLAYED BY PRC TARIFF. 
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